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The giant telephone company TELMEX has begun legal action to stop the telecommunications
regulating agency (Comision Federal de Telecomunicaciones, COFETEL) from requiring a major
reduction in interconnection fees charged to competitors. In a directive announced in September,
COFETEL ordered TELMEX to limit fees charged to Avantel, Alestra, and other long-distance
providers to US$0.0125 per minute, which is the actual cost of providing the connection (see
SourceMex, 2000- 09-20).
TELMEX has been charging US$0.0336 per minute, which the company contends is necessary
to recover costs and meet its mandate to expand telephone lines and other telecommunications
infrastructure in Mexico. "We are not going to allow free access to this market," said TELMEX
chairman Carlos Slim Helu. A company statement said the COFETEL regulation could have a
negative effect on consumers. "Some of these (regulatory) obligations, particularly those dealing
with tariffs, contravene the public interest," said TELMEX.

US still considering WTO complaint
The COFETEL directive is seen as an effort by President Ernesto Zedillo's administration to
appease the US, which had been considering a complaint against Mexico through the World
Trade Organization (WTO) for allowing TELMEX to continue a near monopoly in the country's
telecommunications market. The US had threatened the WTO action because of complaints filed
by MCI WorldCom and AT&T, which accused TELMEX of inhibiting competition in the Mexican
telecommunications market (see SourceMex, 2000-08-02). MCI is a part-owner in Mexican longdistance provider Avantel, while AT&T owns a share in Alestra.
The COFETEL decision to target TELMEX initially appeased the US government, which agreed to
delay any WTO action. But US authorities later said the outcome of the TELMEX legal challenge
could determine whether the plan to bring the complaint before the WTO is resurrected. "This is a
giant step backward in the process," said deputy US trade representative Richard Fisher, who has
been leading the US delegation in talks with the Mexican government.
The US-Mexico talks are aimed at reaching a solution that would avoid bringing the issue before
the WTO. But Fisher said he was not surprised that TELMEX would use the judicial system to
thwart the independence of COFETEL. "This [lawsuit] does not relieve Mexico from living up to
its commitments under WTO telecommunications agreements," said Fisher. "Let's see what the
Mexican government does."
Telecommunications and Transportation Secretary Carlos Ruiz Sacristan said Mexico does not
dispute the right of the US to bring the matter before the WTO. "We will not be inconvenienced
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in any way if the US, using its right as a member of the WTO, requests the creation of a panel to
arbitrate this dispute," Ruiz Sacristan told reporters.
Until now, COFETEL and other regulatory agencies have lacked the power to effectively enforce
their directives. President-elect Vicente Fox and members of his center-right Partido Accion
Nacional (PAN) have pledged to push for legislation that would change this situation. "We need
better laws for competition and for telecommunications in this country," said PAN Deputy Emilio
Goicochea Luna, a member of the Fox transition team. Goicochea has proposed legislation that
would limit the appeals process and prevent companies from skirting regulatory decisions with a
series of appeals that would tie up the issue in the courts.
COFETEL director Jorge Nicolin said the agency is working on a proposal to relieve TELMEX of
the responsibility of extending telephone lines to rural areas. Under a new telecommunications
master plan (Ley Federal de Telecomunicaciones, LFT), the government will create a fund from fees
currently collected from all telephone companies to extend the network of telephones to rural areas
of Mexico that lack telephone service. Mexico has doubled the number of telephones in the country
during the past 10 years, but still has one of the lowest phone densities in Latin America, with 11
telephone lines per 100 inhabitants.

Competition grows for cellular telephone market
In addition to the strong challenge from Avantel and Alestra for long-distance service, TELMEX is
facing growing competition in the domestic cellular-telephone market. In mid-October, Telefonica
de Espana acquired shares in five cellular-telephone companies from Motorola Inc., creating new
competition for Telmex's subsidiary America Movil in northern Mexico and in the resort of Cancun.
Telefonica de Espana is already the dominant phone operator in Latin America but until now has
had no major presence in Mexico.
The purchase of Norcel, Cedetel, Bajacel, and Movitel will give Telefonica instant access to 1.4
million cellular-telephone users in northern Mexico, or roughly 12% of the total cellular-telephone
market. Telefonica de Espana will also be competing with Iusacell, Mexico's second-largest cellulartelephone company. Iusacell, which is linked with US cellular company Verizon Communications
through its US partners Bell Atlantic and GTE, and primarily serves central Mexico.
Some analysts said Telefonica de Espana may set its sights on acquiring a share in Iusacell, which
had 1.6 million customers as of the end of June. But Iusacell executives denied any effort to merge
with Telefonica de Espana. "Our company has attracted strong interest because of its excellent
position in the market," said Iusacell president Fulvio del Valle.
The competition among Iusacell, Telefonica de Espana, and TELMEX could also increase in
other Latin American countries. Telefonica de Espana has developed a strong presence in Brazil,
Argentina, and Peru. Iusacell, with US partners Bell Atlantic and GTE, also has a major presence in
the Brazilian and Argentine markets, in addition to Venezuela, the Dominican Republic, and Puerto
Rico. TELMEX is expected to compete for a share of the Latin American market with the two rival
cellular-telephone companies and other local telecommunications companies through its newly
created America Movil unit (see SourceMex, 2000-09- 20).
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As a first step toward consolidating its Latin American operations, America Movil recently
announced the creation of Consorcio Genesis, a joint venture with US-based Southwestern Bell
Communications (SBC) and Bell Canada, to expand into the Venezuelan cellular and wired
telephone markets. Consorcio Genesis officials said they expect to eventually gain up to 50% of
the Venezuelan telecommunications market, which currently is dominated by local company
CANTV. (Sources: The News, 10/02/00; Excelsior, 10/05/00, 10/06/00, 10/19/00, 10/20/00; Notimex,
10/05/00, 10/22/00, 10/25/00; El Universal, 10/05/00, 10/10-12/00, 10/26/00, 10/27/00, 11/01/00;
Reforma, 10/05/00, 10/23/00, 10/27/00; The New York Times, Associated Press, 11/01/00; Novedades,
10/03/00, 10/19/00, 10/25/00, 10/26/00, 11/02/00; Reuters, 10/04-06/00, 10/09-11/00, 10/18/00, 10/25/00,
10/31/00, 11/06/00; La Jornada, 10/05/00, 10/06/00, 10/10/00, 10/12/00, 10/26/00, 10/31/00, 11/06/00;
El Financiero, 10/05/00, 10/09-12/00, 10/19/00, 10/23/00, 10/26/00, 10/27/00, 11/05/00, 11/08/00; El
Economista, 10/04- 06/00, 10/09-13/00, 10/16/00, 10/19/00, 10/20/00, 10/23/00, 10/26/00, 10/27/00,
10/31/00, 11/04/00, 11/08/00)
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